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ELEMENTS OF FINANCIAL MANAGEMENT I 
Knowledge of financial management is crucial for everybody especially those that handle 
finances. Finance as an area of study is large and complex. 
'. ! 
The paper does not dwell into complexities of financial management. It is entitled 
,!/ 
elements of financial management. The paper is being presented to non-financial 
practitioners who only need the basics. The paper covers salient areas of financial 
management including investment, financing, working capital management, management 
of earnings, budgeting and accounting. 
WHAT IS FINANCIAL MANAGEMENT 
Financial Management is managerial activity of planning and controlling the use of 
financial resources. Financial res'ources are always in short supply, they must be planned 
for, and their use or allocation properly controlled in order to get the best out of any 
money used. Entrepreneurs manage many resources including people, money, time, 
materials etc. Certainly managing money is very important. 
OBJECTIVES OF FINANCIAL MANAGEMENT 
i
: 
," 
There are two debatable Objectives of financial management. One is profit maximization 
.. 
and another is wealth maximization. Modem financial management emphasizes wealth 
maximization as the objectives. You business ladies or men should see not just profits 
but wealth being maximized from good financial management. 
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[­ KEY AREASIFUNCTIONSIDECISION AREAS IN FINANCIAL MANAGEMENT 
There are four pillars or functional areas in finance. These include:­
i 
• Investment function/decision 
• Financing" " I • Working capital function/decision 
I • Dividend decision or management of earning 
The fourth decision above may not be relevant to the small scale businessmen and 
I 
women like those in the fisheries sector. The paper does not give emphasis to it. Each of 
the above area discussed briefly as follows:­
I INVESTMENT DECISION 
I It is a very vital decision that generates money. Investment means engaging in projects 
I 
that will bring in money. Funds should be allocated to only viable projects. Most project 
bring in money or cash flows in future, at least after one year (long-term). Allocation of 
funds to projects hat bear return after one year in the future is called capital budgeting. 
Capital budgeting decisions should therefore be taken while balancing risk and return. 
The future is risky, you may put all your money in a very risky project where you lose all 
of it. Finance equips you with techniques of testing viability of projects. These 
techniques include:- Net Present Value (NPV), Internal Rate of Return (lRR), pay back 
I period and break-even analysis among others. Area of project analysis is very technical 
and is usually done by experts. Fishermen and women may have to engage technical 
I people to assist them in this. 
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FINANCING DECISION 
After identifying viable projects, the next decision is where and how to obtain funds for 
financing the project/so The financing ?ecision is very important. There are several 
sources of capital but some are expensive and risky. 
You may finance your business by borrowing from banks, MFIs etc. This is called debt 
financing. You have to pay interest and principal. In case of default, the lender can 
confiscate your assets that you had offered as security. You will experience financial 
distress and the business will collapse. 
If you get loans, it is very important to service them. However, you will have a stronger 
balance sheet is you avoid loans. If possible please avoid loans that you know you 
cannot service. 
You may also finance your business through equity funds your own funds that is capital 
and reserves. This is the best from of financing because there is no interest to pay and no 
debt conditionalities, you cannot lose control of your business. Most people however do 
have funds of funds of their own to finance their business and therefore cannot avoid 
borrowing. 
It is also important for fishermen and women to form Cooperative Societies where they 
can pull resources and lend to those in need. This is much safer than borrowing loans 
. from Banks or Micro-Finance Institutions (MFI). 
WORKING CAPITAL MANAGEMENT 
This is also a very important decision in financial management. Working capital are the
 
circulating funds that are needed in the day to day running of business. It sometimes
 
called liquidity. It is management of current assets.
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Gross working capital includes, cash, stock and debtors while net working capital 
includes current assets minus current liabilities. 
Without adequate working capital nothing .can move in the business. There will be no 
money to buy business items and to pay wages, taxes etc. It is therefore that working 
capital is adequate but not excessive. Each item should be management briefly as 
follows:­
CASH MANAGEMENT 
• Accelerate collections but delay payments professionally. 
• Avoid keeping too much idle cash, the opportunity cost is high. 
• Use a cash budget to control payments and also for planning. 
• Deal through the bank avoid carrying large amounts of cash. 
• Any cash should be banked intact and immediately. 
• Receipt any cash immediately. 
DEBTORS/CREDIT MANAGEMENT 
Sell to only people who can pay. Avoid accumulating debts that you may fail to collect. 
Writing off bad debts will make you lose money and run out of business. Consider the 
following when you are detenniningthe ability of one to pay (Credit worthiness):­
a. Character 
b. Capital 
c. Capacity 
d. Collateral 
e. Conditions 
Lend to only those who are not risky. Set credit tenns that are affordable i.e. interest 
payment period etc. 
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Furthermore vigorously collect your money from debtors. Let the cost of collecting 
exceed the amount being collected. 
,. 
MANAGEMENT OF STOCK 
Avoid overstocking because of carrying costs which include:­
• Opportunity cost of money held in stock 
I • Perishability of stocks 
• Pilferage 
• Security 
Order for stock that you know you can sell immediately. 
OTHER IMPORTANT AREAS 
BUDGETING AND BUDGETARY CONTROL 
Budgeting is another very important area in financial management. 
income that you are likely to get and pre-allocate it (expenditures). 
You should estimate 
From expected income, allocate to expected expenditures. Give each expenditure item a· 
.
code and allocate money to it. When it comes to paying, pay only up-to what you had 
provided in the budget. Observe budget discipline by pay what is only in the budget. 
Periodically produce reports showing budgeted and actuals, these are called budget 
performance reports. 
I 
I ; 
5 
. , 
. 
.; 
III
 
I
I
 
I
 
I 
I 
I 
,.
 
I.

I;
 
. 
II1.".1:'
 
,I·

, I
 
.
'1 
;. '.1 
1- . 
) . . '. 
.' 
.. ;d"'ii~~~1~·'.;;;.'7,;;.
~
: · ... .. '••
ACCOUNTINGIBOOK-KEEPING 
This is very essential in financial management. Various financial transactions should be 
captured in records. Any money received and paid out should be recorded in the cash 
book. Ledgers should also be opened to record debtors, creditors, expenses and revenues. 
Periodically financial statements such as income statements (Profit and Loss Accounts) 
should be prepared to determine profits made likewise the balance sheet should be 
prepared to show the financial position in terms of assets, liabilities and capital. 
CONCLUSION 
It is very difficult to make money but very easy to lose it. Every individual should have 
skills of generating money and sustaining it. This requires planning and control. The 
various techniques highlighted in the paper should help. Please apply them in order to 
make sure that your business remain financially healthy. 
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